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Abstract

The 1996 Farm Act gives farmers almost complete planting flexibility, allowing
producers to respond to price changes to a greater extent than they had under
previous legislation.  This study measures supply responsiveness for major
field crops to changes in their own prices and in prices for competing crops and
indicates significant increases in responsiveness.  Relative to 1986-90, the per-
centage increases in the responsiveness of U.S. plantings of major field crops
to a 1-percent change in their own prices are wheat (1.2 percent), corn (41.6
percent), soybeans (13.5 percent), and cotton (7.9 percent).  In percentage
terms, the increases in the responsiveness generally become greater with
respect to competing crops’ price changes.  The 1996 legislation has the least
effect on U.S. wheat acreage, whereas the law may lead to an average increase
of 2 million acres during 1996-2005 in soybean acreage, a decline of 1-2 mil-
lion acres in corn acreage, and an increase of 0.7 million acres in cotton
acreage.  Overall, the effect of the farm legislation on regional production pat-
terns of major field crops appears to be modest.  Corn acreage expansion in the
Central and Northern Plains, a long-term trend in this important wheat produc-
tion region, will slow under the 1996 legislation, while soybean acreage expan-
sion in this region will accelerate.  The authors used the Policy Analysis
System-Economic Research Service (POLYSYS-ERS) model that was jointly
developed by USDA’s Economic Research Service and the University of
Tennessee’s Agricultural Policy Analysis Center to estimate the effects of the
1996 legislation.

KKeeyywwoorrddss:: Supply response, major field crops, acreage price elasticities,
normal flex acreage (NFA), 1996 farm legislation.
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Summary

Supply response for crops has historically been heavily influenced by the effects
of agricultural commodity programs.  Structural relations estimated under the
previous policy environment, however, may no longer hold under the Federal
Agriculture Improvement and Reform Act of 1996 (1996 Act) because most of
the restrictions imposed on producers’ planting decisions are now removed.  A
central question resulting from this policy change is how responsive plantings
are to movement in market prices under the 1996 Act compared with previous
legislation.

This technical bulletin estimates producers’ supply response under the 1996 Act
for major field crops by production region.  The study also measures the effect
of planting flexibility under the 1996 Act on aggregate acreage planted to major
field crops, crop acreage composition, farm prices, and regional production
adjustments.  The general approach taken is an indepth analysis of producers’
planting decisions during 1991-95, when producers were granted limited plant-
ing flexibility under the Food, Agriculture, Conservation, and Trade Act of 1990
(1990 Act), and then to infer their likely acreage response to market incentives
under the 1996 Act.

Own- and cross-price acreage elasticities for major U.S. field crops are greater
(producers’ planting decisions are more responsive to price changes), in most
cases, under the 1996 Act than those estimated under previous legislation due to
almost full planting flexibility.  Relative to 1986-90, the own-price acreage elas-
ticity under the 1996 Act shows an increase in the responsiveness of U.S. wheat
producers to a change in the wheat price by 1.2 percent.  For other commodities,
the percentage increases are as follows: corn (41.6%), soybeans (13.5%), and
cotton (7.9%).  In percentage terms, cross-price acreage elasticities estimated
under the 1996 Act generally increase even more than own-price elasticities.
This finding implies that farm commodity programs in the past might have
restricted acreage shifts from program crops to other crops.

The increases in own- and cross-price elasticities tend to have offsetting effects
on acreage changes in total.  As a consequence, results in this study indicate that
the aggregate effect of the 1996 Act on area planted to the eight major field
crops (wheat, corn, sorghum, barley, oats, soybeans, cotton, and rice) is modest
when compared with plantings under a continuation of the 1990 Act.  The 1996
Act has the least effect on U.S. wheat acreage, in part due to small changes in
acreage price elasticities between the 1990 Act and 1996 Act.  Corn acreage
expansion in the Central and Northern Plains, a long-term trend in this impor-
tant wheat production region, will slow under the 1996 Act, while soybean
acreage expansion in this region will accelerate.  The 1996 Act has its biggest
acreage effect on soybeans—an increase of over 2 million acres throughout the
entire 1996-2005 period.  Nearly full planting flexibility allows corn producers
to make a switch from corn to soybeans.
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